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contains some relevant data. The table was constructed in the following way: (1) The mean, standard deviation, skewness, and "beta" of the monthly holding period returns (the ratio of the month-end price plus any dividends to the preceding month-end price) were determined for each of 545 common stocks over the 252 months in the years 1945 through 1965;3 (2) the stocks were sorted into five groups of 109 securities per group according to the rank of their standard deviations of returns; and (3) the simple arithmetic averages of the three return distribution measures and the betas were struck across all of the stocks in each group. The 545 common stocks were randomly selected from among the 549 common stocks which were continuously listed on the New York Stock Exchange throughout the 1945-1965 period. 4 The pattern of mean returns in the first row of Table 1 is consistent with prior findings. Proceeding from Group 1 (the lowest return variability stocks) through Group 4, the mean monthly yield rises at a decreasing rate from 1.10 %0 to 1.43 %o. However, for the group 5 (those stocks with the highest return variability), the mean monthly yield drops to 1.32 %. A possible explanation for this return decline is seen in the third row of the table. The average of the skews of the return distributions, which is positive for all groups, takes a large upward jump between Groups 4 and 5. If one is willing to accept the validity of "implicit forecasts" of stock return behavior-that on the average and over the long run investors realize ex post what they expect to realize ex ante-then these results are consistent with the hypothesis that the market is willing to trade off some expected returns from high risk common stocks in exchange for the enhanced opportunity they afford for extraordinarily large returns.5 but no satisfactory relationship was found between the mean and the skew of returns, possibly because of data weaknesses. Finally, two recent investigations of new issue performance in the United States [15] and Canada [13] have suggested that the low mean realized returns from these securities may be offset by the large positive skew in their return distributions.
3. The measure of skewness used here is the conventional measure of relative skewness equal to the third moment about the mean divided by the cube of the standard deviation. For a symmetric distribution this measure is equal to zero. The beta values were estimated by regressing each stock's monthly holding period returns on the link relatives of Fisher's Combination InvestmentPerformance Index over the entire twenty-one year period.
4. Holding period return data was taken from the Center for Research in Security Prices tapes. 5. The computations underlying Table 1 were replicated on the natural logarithms of the holding period returns (equivalent to continuously compounded rates of return) since logarithmic It is desirable to test the significance of the difference in the mean skews of Groups 4 and 5 because of the possibility that the observed increase may simply be due to the impact of a few extreme observations. The unbiased estimates of the variance of the underlying population skewness (that is, the variance of the individual stock skews around the mean group skew, adjusted for degrees of freedom) are 0.4341 for Group 4 and 2.0802 for Group 5. Because of the size differential in these two values, it cannot be assumed that the two groups of stocks come from populations with equal variances. In such a case, the t statistic is approximately distributed as the t distribution with a reduced number of degrees of freedom.6 For the data at hand the result is a value t of 3.86 with 151 degrees of freedom, which is highly significant by usual standards. Therefore, it can be concluded that the stocks in Group 5 come from a population with a skew which is significantly more positive than the population underlying Group 4.
Stocks are sorted into risk classes in Table 1 variance of the market's returns, a constant across all securities.) The means of the betas for the stocks in each risk group in Table 1 The pattern of mean returns and skews is substantially the same as in Table 1 
